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SUBJECT:STATUS OF PANAMA CANAL NEGOTIATIONS 

SUMMARY: NEGOTIATIONS HAVE MADE CONSIDERABLE PROGRESS SINCE 
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THE CURRENT ROUND BEGAN IN EARLY MAY. PRESIDENT CARTER 
MET WITH PANAMANIAN NEGOTIATORS JULY 29. LEADERS FROM AT 
LEAST FIVE LATIN AMERICAN COUNTRIES WILL BE MEETING IN 
BOGOTA AUGUST 5 TO HEAR REPORT ON NEGOTIATIONS FROM PANAMAN- 
IAN HEAD OF GOVERNMENT GENERAL TORRIJOS. THIS REPORT IS 
INTENDED TO PROVIDE POSTS WITH OUTLINE OF AGREEMENTS 
REACHED TO DATE AND MAY BE USED ON CONFIDENTIAL BASIS IN 
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BRIEFING HOST COUNTRY OFFICIALS. END SUMMARY. 

1 . IN VIEW OF SCHEDULED MEETING OF HEADS OF STATE/CHIEFS OF 
GOVERNMENT FROM PANAMA, MEXICO, COSTA RICA. COLOMBIA AND 
VENEZUELA AUGUST 5 AT REQUEST OF PANAMA TO DISCUSS CANAL 
NEGOTIATIONS. ACTION ADDRESSES MAY FIND FOLLOWING INFORMA 
TION USEFUL IN BRIEFING HOST COUNTRY OFFICIALS AND ANSWERING 
INQUIRIES. 

2. MEETING IS FOLLOW-UP TO PREVIOUS SESSIONS AT WHICH 
PANAMA HAS SOUGHT PUBLIC AND MORAL SUPPORT FROM LATIN 
AMERICAN STATES FOR ITS POSITION IN THE NEGOTIATIONS. IN 
ADDITION TO STATEMENTS MENTIONED ABOVE. OTHER HEADS OF STATE 
MAY ATTEND ALTHOUGH THIS NOT YET CLEAR. 

3. PRESIDENT CARTER MET JULY 29 WITH CHIEF PANAMANIAN 
NEGOTIATORS AND PANAMANIAN AMBASSADOR TO US. PRESIDENT 
GAVE NEGOTIATORS A PERSONAL LETTER FOR GENERAL TORRIJOS 
AND EXPRESSED HIS COMMITMENT TO THE EARLY CONCLUSION OF 
THE NEGOTIATIONS. 

4. WE EXPECT THAT SOME TECHNICAL TALKS WILL TAKE PLACE 
DURING THE WEEK OF AUGUST 1 ON THE THREE OUTSTANDING 
SUBJECTS IN THE NEGOTIATIONS, LANDS AND WATERS, ECONOMIC 
ARRANGEMENTS, AND THE RIGHTS OF US AND PANAMANIAN EMPLOYEES. 
CHIEF PANAMANIAN NEGOTIATORS WILL ACCOMPANY TORRIJOS TO 
BOGOTA SO THAT NEXT FORMAL NEGOTIATING SESSION WILL NOT BE 
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HELD UNTIL AUGUST 8. OBJECTIVE AT THAT TIME WILL BE TO 
REACH AGREEMENT IN PRINCIPLE ON THE MAJOR OUTSTANDING 
ISSUES. WHEN THAT HAS BEEN ACHIEVED, THE TWO PARTIES WILL 
COMMENCE THE TREATY DRAFTING PROCESS. NO SCHEDULE HAS BEEN 
SET FOR THIS PHASE OF THE NEGOTIATIONS. 

5. INTENSIVE NEGOTIATIONS - INTERSPERSED WITH BRIEF 
RECESSES TO ALLOW THE NEGOTIATORS TO CONFER WITH THEIR 
RESPECTIVE GOVERNMENTS - COMMENCED IN WASHINGTON MAY 9. 
UNDER TENTATIVE ARRANGEMENTS CONCLUDED THUS FAR, A NEW 
TREATY WOULD INCLUDE THE FOLLOWING MAJOR PROVISIONS: 

- THE UNITED STATES WOULD BE RESPONSIBLE FOR THE OPERATION 
AND DEFENSE OF THE CANAL UNTIL THE YEAR 2000, WHEN PANAMA 
WOULD ASSUME THIS RESPONSIBILITY. MUCH OF THE CURRENT 
SYSTEM OF US MILITARY BASES WOULD BE CONTINUED FOR THE LIFE 
OF THE TREATY. 

- DURING THE TREATY PERIOD PANAMA WOULD HAVE A MINORITY 
VOICE IN THE CANAL S DIRECTION, BUT PANAMANIAN EMPLOYEES 
WOULD BE TRAINED TO ASSUME INCREASING RESPONSIBILITY FOR 
CANAL OPERATIONS. 
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- JURISDICTION IN THE CANAL ZONE WOULD PASS OVER A 3 

YEAR PERIOD TO PANAMA. PANAMA WOULD GAIN THE USE OF MUCH 
OF THE PRESENT CANAL ZONE, WHICH TOGETHER WITH THE CANAL 
ZONE GOVERNMENT WOULD CEASE TO EXIST UPON THE TREATY'S 
ENTRY INTO FORCE. THE EXACT LANDS AND WATERS WHICH WILL 
REVERT TO PANAMA IS AN UNRESOLVED ISSUE. 

IN A SEPARATE TREATY, PANAMA WOULD DECLARE THE CANAL S 
PERMANENT NEUTRALITY. BOTH THE UNITED STATES AND PANAMA 
WOULD UNDERTAKE TO MAINTAIN AN AGREED REGIME OF NEUTRALITY 
TO ASSURE THAT THE CANAL REMAINS PERMANENTLY OPEN TO 
SHIPPING OF ALL COUNTRIES ON A NON DISCRIMINATORY BASIS. 
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- PANAMA WOULD RECEIVE CONSIDERABLY MORE THAN THE 2.3 
MILLION DOLLARS WHICH THE UNITED STATES NOW PAYS ANNUALLY. 

THE LEVEL AND FORM OF THESE ECONOMIC BENEFITS HAS NOT 
YET BEEN AGREED UPON. 

6. THE ECONOMIC ARRANGEMENTS FOR THE TREATY HAVE BEEN 
THE MAJOR SUBJECT OF DISCUSSION IN RECENT WEEKS. PANAMA 
ORIGINALLY DEMANDED A LUMP SUM PAYMENT OF 1.2 BILLION 
DOLLARS AND AN ANNUITY OF 300 MILLION DOLLARS. IT HAS 
SUBSEQUENTLY REDUCED ITS DEMAND TO 460 MILLION DOLLARS 
AND A 150 MILLION DOLLAR ANNUITY. WE CONSIDER EVEN THIS 
SCALED DOWN DEMAND TO BE UNREASONABLE AND ARE NOW PRE- 
PARING AN ECONOMIC OFFER WHICH CAN BE MADE TO PANAMA. 

7. WE BELIEVE THAT THE OFFERS WHICH WE HAVE MADE TO 
PANAMA SO FAR ARE REASONABLE, AND THAT THE ECONOMIC 
ARRANGEMENTS WHICH WE WILL EVENTUALLY TABLE WILL BE 
ATTRACTIVE. SIMILARLY, ON THE LANDS AND WATERS ISSUE, 

WE HAVE MADE PANAMA A GENEROUS OFFER WELL BEYOND OUR 
INITIAL POSITION. IT PROVIDES PANAMA WITH THE USE 

OF MUCH OF THE PRESENT CANAL ZONE AND WILL ASSURE THE 
AVAILABILITY OF AREAS CRUCIAL TO THE DEVELOPMENT OF 
PANAMA'S URBAN CENTERS (PANAMA CITY AND COLON). 

VANCE 


CONFIDENTIAL 


NNN 
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SUBJECT:STATUS OF PANAMA CANAL NEGOTIATIONS 

SUMMARY: NEGOTIATIONS HAVE MADE CONSIDERABLE PROGRESS SINCE 
THE CURRENT ROUND BEGAN IN EARLY MAY. PRESIDENT CARTER 
MET WITH PANAMANIAN NEGOTIATORS JULY 29. LEADERS FROM AT 
LEAST FIVE LATIN AMERICAN COUNTRIES WILL BE MEETING IN 
BOGOTA AUGUST 5 TO HEAR REPORT ON NEGOTIATIONS FROM PANAMAN- 
IAN HEAD OF GOVERNMENT GENERAL TORRIJOS. THIS REPORT IS 
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INTENDED TO PROVIDE POSTS WITH OUTLINE OF AGREEMENTS 
REACHED TO DATE AND MAY BE USED ON CONFIDENTIAL BASIS IN 
BRIEFING HOST COUNTRY OFFICIALS. END SUMMARY. 

1 . IN VIEW OF SCHEDULED MEETING OF HEADS OF STATE/CHIEFS OF 
GOVERNMENT FROM PANAMA, MEXICO, COSTA RICA, COLOMBIA AND 
VENEZUELA AUGUST 5 AT REQUEST OF PANAMA TO DISCUSS CANAL 
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NEGOTIATIONS, ACTION ADDRESSES MAY FIND FOLLOWING INFORMA 
TION USEFUL IN BRIEFING HOST COUNTRY OFFICIALS AND ANSWERING 
INQUIRIES. 

2. MEETING IS FOLLOW-UP TO PREVIOUS SESSIONS AT WHICH 
PANAMA HAS SOUGHT PUBLIC AND MORAL SUPPORT FROM LATIN 
AMERICAN STATES FOR ITS POSITION IN THE NEGOTIATIONS. IN 
ADDITION TO STATEMENTS MENTIONED ABOVE, OTHER HEADS OF STATE 
MAY ATTEND ALTHOUGH THIS NOT YET CLEAR. 

3. PRESIDENT CARTER MET JULY 29 WITH CHIEF PANAMANIAN 
NEGOTIATORS AND PANAMANIAN AMBASSADOR TO US. PRESIDENT 
GAVE NEGOTIATORS A PERSONAL LETTER FOR GENERAL TORRIJOS 
AND EXPRESSED HIS COMMITMENT TO THE EARLY CONCLUSION OF 
THE NEGOTIATIONS. 

4. WE EXPECT THAT SOME TECHNICAL TALKS WILL TAKE PLACE 
DURING THE WEEK OF AUGUST 1 ON THE THREE OUTSTANDING 
SUBJECTS IN THE NEGOTIATIONS, LANDS AND WATERS, ECONOMIC 
ARRANGEMENTS, AND THE RIGHTS OF US AND PANAMANIAN EMPLOYEES. 
CHIEF PANAMANIAN NEGOTIATORS WILL ACCOMPANY TORRIJOS TO 
BOGOTA SO THAT NEXT FORMAL NEGOTIATING SESSION WILL NOT BE 
HELD UNTIL AUGUST 8. OBJECTIVE AT THAT TIME WILL BE TO 

REACH AGREEMENT IN PRINCIPLE ON THE MAJOR OUTSTANDING 
ISSUES. WHEN THAT HAS BEEN ACHIEVED, THE TWO PARTIES WILL 
COMMENCE THE TREATY DRAFTING PROCESS. NO SCHEDULE HAS BEEN 
SET FOR THIS PHASE OF THE NEGOTIATIONS. 
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5. INTENSIVE NEGOTIATIONS - INTERSPERSED WITH BRIEF 
RECESSES TO ALLOW THE NEGOTIATORS TO CONFER WITH THEIR 
RESPECTIVE GOVERNMENTS - COMMENCED IN WASHINGTON MAY 9. 
UNDER TENTATIVE ARRANGEMENTS CONCLUDED THUS FAR, A NEW 
TREATY WOULD INCLUDE THE FOLLOWING MAJOR PROVISIONS: 

- THE UNITED STATES WOULD BE RESPONSIBLE FOR THE OPERATION 
AND DEFENSE OF THE CANAL UNTIL THE YEAR 2000, WHEN PANAMA 
WOULD ASSUME THIS RESPONSIBILITY. MUCH OF THE CURRENT 
SYSTEM OF US MILITARY BASES WOULD BE CONTINUED FOR THE LIFE 
OF THE TREATY. 

- DURING THE TREATY PERIOD PANAMA WOULD HAVE A MINORITY 
VOICE IN THE CANAL S DIRECTION, BUT PANAMANIAN EMPLOYEES 
WOULD BE TRAINED TO ASSUME INCREASING RESPONSIBILITY FOR 
CANAL OPERATIONS. 

- JURISDICTION IN THE CANAL ZONE WOULD PASS OVER A 3 

YEAR PERIOD TO PANAMA. PANAMA WOULD GAIN THE USE OF MUCH 
OF THE PRESENT CANAL ZONE, WHICH TOGETHER WITH THE CANAL 
ZONE GOVERNMENT WOULD CEASE TO EXIST UPON THE TREATY'S 
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ENTRY INTO FORCE. THE EXACT LANDS AND WATERS WHICH WILL 
REVERT TO PANAMA IS AN UNRESOLVED ISSUE. 

IN A SEPARATE TREATY, PANAMA WOULD DECLARE THE CANAL S 
PERMANENT NEUTRALITY. BOTH THE UNITED STATES AND PANAMA 
WOULD UNDERTAKE TO MAINTAIN AN AGREED REGIME OF NEUTRALITY 
TO ASSURE THAT THE CANAL REMAINS PERMANENTLY OPEN TO 
SHIPPING OF ALL COUNTRIES ON A NON DISCRIMINATORY BASIS. 

- PANAMA WOULD RECEIVE CONSIDERABLY MORE THAN THE 2.3 
MILLION DOLLARS WHICH THE UNITED STATES NOW PAYS ANNUALLY. 

THE LEVEL AND FORM OF THESE ECONOMIC BENEFITS HAS NOT 
YET BEEN AGREED UPON. 
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6. THE ECONOMIC ARRANGEMENTS FOR THE TREATY HAVE BEEN 
THE MAJOR SUBJECT OF DISCUSSION IN RECENT WEEKS. PANAMA 
ORIGINALLY DEMANDED A LUMP SUM PAYMENT OF 1.2 BILLION 
DOLLARS AND AN ANNUITY OF 300 MILLION DOLLARS. IT HAS 
SUBSEQUENTLY REDUCED ITS DEMAND TO 460 MILLION DOLLARS 
AND A 150 MILLION DOLLAR ANNUITY. WE CONSIDER EVEN THIS 
SCALED DOWN DEMAND TO BE UNREASONABLE AND ARE NOW PRE- 
PARING AN ECONOMIC OFFER WHICH CAN BE MADE TO PANAMA. 

7. WE BELIEVE THAT THE OFFERS WHICH WE HAVE MADE TO 
PANAMA SO FAR ARE REASONABLE, AND THAT THE ECONOMIC 
ARRANGEMENTS WHICH WE WILL EVENTUALLY TABLE WILL BE 
ATTRACTIVE. SIMILARLY, ON THE LANDS AND WATERS ISSUE, 

WE HAVE MADE PANAMA A GENEROUS OFFER WELL BEYOND OUR 
INITIAL POSITION. IT PROVIDES PANAMA WITH THE USE 

OF MUCH OF THE PRESENT CANAL ZONE AND WILL ASSURE THE 
AVAILABILITY OF AREAS CRUCIAL TO THE DEVELOPMENT OF 
PANAMA'S URBAN CENTERS (PANAMA CITY AND COLON). 

VANCE UNQUOTE CHRISTOPHER 
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